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COST AND MANAGEMENT 


The Convention Day By Day 


SEPTEMBER 8th 








Morning Session 
(The President in the Chair) 

THE PRESIDENT: Mr. Director and gentlemen,—We 
have been labouring for two days in an academic atmos- 
phere which is somewhat new to us. It is the first time 
in our history that we have received the hospitality of the 
two universities of Montreal who have put their buildings 
at our disposal and have taken such an active part in our 
Convention, and we feel that they have spoiled us some- 
what. However, this is a compliment, not so much for the 
Society, as a body, as for Trade and Industrial Work at 
large. 
As we look over this School of Higher Commercial 
Studies, we find Dr. Henry Laureys, Licentiate in Higher 
Commercial and Consular Science, Doctor in Political, Eco- 
nomic and Social Sciences, Director of the School. You 
will note that while he has received honours from the coun- 
try of his origin, he has also been honoured by our own 
Government. 

Anything that approaches the progress or welfare of 
the younger generation is very interesting to us. We, who 
have been toilers in industrial thought for twenty or 
twenty-five years, wish we could go back and be twenty- 
five years younger, so we might be able to get university 
training, but we have to make the best of it and try to keep 
faith with the University boys and give them an example 
that will serve them in their future life’s work. The uni- 
versities are seeking to instill in the minds of their pupils, 
love for work and the sense that when they leave the uni- 
versity they do not know it all. 

We have all to work for ourselves; if we expect others 
to work for us we will be failures. We have to perfect our 
Society by intermingling with the different elements, French 
and English, and thus gain contact which will be of immense 
advantage to us. 

Without further preliminaries, I will call upon Dr. 
Laureys to speak to us. 

Dr. HENRY LAUREYS: Mr. Chairman and gentlemen :— 
Will you first allow me to thank you for having chosen to 
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hold one of your meetings in this building, and for per- 
mitting me to welcome you accordingly: 

(Dr. Laureys’ address was printed in October Cost and 
Management.) 

THE PRESIDENT: Before this lecture, Dr. Laureys told 
me about his English accent and said that the paper would 
be better if published. I told him to let the judges decide 
that. 

I believe his paper is an important contribution to our 
magazine, but I will ask Mr. Turner to go further on this 
subject. 

Mr. TURNER: Gentlemen, the task assigned to me, to 
propose a vote of thanks to Dr. Laureys for his very import- 
ant contribution to the literature of the Accountant’s pro- 
fession, is a very pleasing one. 

The definition which we have of Accounting was 
so all-embracing that I don’t mind endeavouring to follow 
by way of recollection the points which it embraces. 

We have never had a definition quite so good as that 
which we have just heard, but as the lecture went on I found 
that every point in his speech was of equal interest, and it 
was thrilling to me to find that one so closely associated 
with the scholastic profession, should be able to apply, to 
what I call a business proposition, the judgment and experi- 
ence which he has. 

I don’t believe anything to which the Accountants, as a 
body of professional men, have ever listened has been so 
valuable to them as has been this enunciation of the Pro- 
fessional Accountant. The modern Accountant, who has 
_been practising twenty or thirty years, would be glad to be 
able to go back and lose those twenty or thirty years, so 
he might have the advantage of a University education. I 
think everyone would be heartily in favour of that idea 
if we could have, as a basis of our professional experience, 
the logical training such as Montreal University is giving; 
we would start out more fully equipped than ever. 

Without attempting to touch on the various points of 
the lecture, I would simply remind you that everyone of us 
will have the opportunity of reading in the magazine at an 
early date. 

It remains only for me to ask you to accord Dean 
Laureys, in our usual manner, a hearty vote of thanks for 
his wonderful address. 
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(A recess of fifteen minutes was taken for the purpose 
of visiting the industrial museum.) 

THE PRESIDENT: The next address will be by Mr. 
H. T. Jamieson, of Toronto, and I will ask Mr. Dever to 
introduce him. 

Mr. DEVER: It is with great pleasure that I rise to 
introduce the next speaker. Iam sure that, in a gathering 
such as this, Mr. Jamieson’s reputation and standing in 
the profession needs hardly to be referred to. He is a prac- 
tising Accountant, being a member of the Institute of Char- 
tered Accountants, in Ontario, as well as a Cost Accountant, 
and he is a contributor on economic subjects. I feel that 
we have in him a man who is particularly jealous of the 
standing of all Canadian institutions; and I know that he is 
able and will give us a very interesting talk on Leadership 
in Business. 

It gives me great pleasure to call upon Mr. Jamieson 
to address us. 

MR. JAMIESON: I thank you for your very kind intro- 
duction, and will say that I welcome the opportunity to 
address the Canadian Society of Cost Accountants, and to 
welcome any friends who are here. 

It was my privilege to be associated with the Canadian 
Society of Cost Accountants from, what I might say, its 
birth—that is, the beginning of its actual existence. 

For some years it was not active, in the sense that it 
did not possess a membership, but in 1923, I think, the 
society came into actual being, and one could not but be 
inspired by the vision of the opportunities presenting them- 
selves to such a society as this. Particularly, as Canada is 
still in the rough and needs the help of such institutions as 
the Canadian Society of Cost Accountants. The Canadian 
Society must take the lead, and it is for that reason that I 
chose the subject “Leadership in Business.” 


The Accountant must be the mind of the nation; he 
must supply data by which the executive can make and 
guide the business, and he will, I believe, in due course—or 
rather, the profession will, in due course, supply many 
actual leaders. 

It would, of course, be foolish to say that every account- 
ant will become, or can expect to become, a leader in his 
business. He may not possess the qualifications, but cer- 
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tainly his training will make it possible for him to give a 
good lead, provided he has the necessary qualifications. 

The subject of this paper will repay study. It is 
perhaps the most complex of all sciences; it involves con- 
sideration and knowledge of mankind, both in the mass and 
in the individual—particularly the latter. In the second 
place, it includes the finding of those principles by which the 
energies and abilities of human beings may be economized, 
and of those objectives to which they should be directed and 
led. 

It is, of course, a study impossible of perfect solution, 
as those who bear responsibilities are hampered in, more or 
less—and always in some degree, by their own personal 
imperfections. This, however, is a greater reason why the 
study must be made, particularly as it constitutes the 
responsibility which rests upon the Canadian Society of 
Cost Accountants, and particularly is it appropriate in this 
year 1927, the sixtieth, since Confederation of this fair 
Dominion of Canada. 

(The main part of Mr. Jamieson’s address was printed 
in October Cost and Management.) 

Mr, DEVER: Mr. Jamieson, I am sure I voice the 
thanks and sentiments of those present when I say that 
we have thoroughly enjoyed your address this morning. I 
don’t know whether any of the members would like to sup- 
plement my remarks, but, being a man of few words, I will 
leave the floor to someone who is more fluent than myself. 

PROFESSOR THOMPSON: I have heard Mr. Jamieson’s 
paper and listened to every word, and he seems to have 
’ eovered the ground so completely that I feel that there is 
little more to be said, in fact, it would be “painting the lily” 
to say any more. 


However, there is this point for us to bear in mind as 
Canadians. This country is at the outset of an industrial 
development which will be tremendous. We believe that it 
is the destiny of this country to be such a great Dominion 
that it will eventually lead the whole British Commonwealth. 
We have tremendous opportunities. We have fallen heirs to 
the magnificent chivalry of our forebears in Canada and 
also to British traditions. 


I believe, and I say, that this Dominion is founded on 
the Province of Quebec, where we are now. This Dominion 
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has this tremendous future before it; it will lead the British 
Commonwealth, and that means leading the world. 

Our climate is a hard one, but climate is the most 
potent and most powerful factor that there is in the forma- 
tion of national character, and I personally look forward, 
in all humility but with perfect confidence, to the future 
of this great Dominion. 

That being so, great power is coming to this Dominion. 
How is that power going to be used? Nations are made up 
of individuals; the thoughts of the individuals make up the 
nation. What are our thoughts going to be? How are we 
going to help run our business and lead our business? 

Mr. Jamieson’s paper touched on matters which are 
absolutely fundamental. We have to make sure that in 
Canadian business we avoid the mistakes made in other 
businesses. We must make sure to do the best we can for 
every one in Canada, and that includes the workers. The 
country must be run for the benefit of everyone, and you 
have to consider, in leadership, in business, the welfare of 
the whole business and of every one connected with it. 
You may have to make a small sacrifice in profits, et cetera, 
but you will get great compensations. 

It is absolutely necessary to appeal to all Canadians to 
bear in mind that they must have at heart the message that 
is contained in Mr. Jamieson’s paper; it is fundamental for 
the future prosperity of this country in every way. 

I had not intended to say anything, but these are the 
thoughts that crystallized while listening to Mr. Jamieson’s 
speech. 

THE PRESIDENT: I will invite Dr. McLeod, secretary 
of the National Association of Cost Accountants, to say a 
few words. 

Dr. McLEop: I happen to represent the National 
Association of Cost Accountants, and it is a great pleasure 
for me to be here. 

Representatives of your Canadian Society have, on 
various occasions, attended our Association and I think they 
will bear me out when I say that we never insisted on them 
getting up and making speeches. I came here just to sit 
around and listen, to be instructed and edified, and to be 
entertained—and I have been. 

I will not talk to you at all this morning; if I have 
anything at all to say, it will be after we make our visitation 
this afternoon. 
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SEPTEMBER 8th 
Luncheon Session 
(Mr. Beaulieu, K.C., in the Chair) 

Mr. BEAULIEU: I don’t belong to your profession, and 
I don’t know that my profession has any special dealing 
with your own. It has been said that I am a lawyer, and 
when I was introduced a few minutes ago your president 
was good enough to say that I was a good lawyer, and an 
honest man—some people might say that they do not 
believe such a one could exist. 

It is my privilege and my duty to introduce the speaker 
of today, Mr. Victor Dore. Of his speech I know only the 
title. I know that his subject is “A Name and an Aim.” 
I have much pleasure in calling upon Mr. Dore to address 
you. 

Mr. DoRE: Mr. President and Gentlemen :—On behalf 
of the Cercle Universitaire de Montreal, I wish to extend to 
you, members of the Canadian Society of Cost Accountants, 
and to the other distinguished guests who are with us to-day, 
a most hearty welcome. 

I feel keenly the absence of Doctor Montpetit, presi- 
dent of this institution, secretary-general of the University 
of Montreal, and a highly esteemed professor of the institu- 
tion at which Dean Laureys and his staff have the honour 
of receiving you this morning. You will see by the pro- 
gramme of this convention, that, for the greater benefit of 
all concerned, he was expected to be the speaker on this 
occasion. Unfortunately, Mr. Montpetit was called out of 
town and could not accept the invitation. That I should 
. be called upon to replace him is, what I might call, the cost 
of a misunderstanding. 

Be that as it may, I shall go on with the task intrusted 
to me by that worthy and most authoritative president of 
yours, Mr. Belanger. However, your disappointment will 
be of short duration. 

You have been hearing, since the beginning of your 
convention, various addresses delivered by men who are 
well considered as master-minds in their respective spheres 
of action. In turn, they have dealt with questions with 
which you are undoubtedly familiar, and which were of such 
a nature as to make you very proud of the profession which 
you have chosen. I feel that you are now convinced, if you 
were, not already, of its importance and value in the eco- 
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nomic field, and of the need of thosa who wish to join your 
ranks, of a sound preparation acquired through higher edu- 
cation. You will allow me to add a few remarks to what 
has already been said on this subject. 

Do you know, gentlemen, cost accountants, that the 
title you have chosen is a redundancy? I know for a fact 
that you would not like to be considered as specialists. You 
are simply accountants, but, accountants ready to tackle the 
hardest problems of accountancy, to force this simple science 
to the wall, to master all of its principles, so as to be fit 
to play your part in the struggle for the economic progress 
of our great country. 

In my estimation, accountancy deserves to be called a 
science, precisely because its object lies in the determination 
of costs in all domains, for individuals as well as for com- 
munities, traders, manufacturers, bankers, and govern- 
ments. He who has not this conception of the science of 
accounting cannot decently expect anyone to seriously con- 
sider his claim to the name of accountant, and that is why 
there will always be an immense number of book-keepers, 
and few accountants, and that is also why the latter are 
to be considered as professionals, with as much right to the 
title as lawyers, notaries and physicians. 

Gentlemen, your task is indeed rather an ungrateful 
one. Everybody in the world is occasionally bound to seek 
the counsel and the services of a doctor, a lawyer or a 
notary, occasionally also, to the greater detriment of one’s 
wealth. Nobody is bound to avail himself of your pro- 
ficiency in figures or to benefit by your knowledge of organi- 
zation. Oftentimes, to speak plainly, those who have most 
need of your services are the last to seek them. 

It appears, however, that the conditions under which 
you work have improved considerably during the last twenty 
years. Canadian trade and Canadian industries have 
grown to a point which has exceeded even reasonable expec- 
tations. 

Scientific organization is the motto of the present day. 
One cannot conceive of factory organization as a whole 
without a real working knowledge of its component ele- 
ments and factors. Organizing is constant figuring. Apart 
from labour proper, direct and indirect, it may be stated 
that all the head work tends to the final determination of 
costs and to the accurate figuring of profits. 
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The heights to which industry has climbed during the 
last century has transformed manufacturing. Economic 
conditions have changed, and, naturally, have had an influ- 
ence on commercial methods and customs. 

Industry must adapt itself to progress in technique, 
changed economic conditions and modern methods of 
marketing. 

The ever-growing importance of machinery in the 
industry of to-day, due to the application of steam and 
electricity has contributed to the transformation of tech- 
nique. Labour is no longer applied as in the past—the 
machine does the work—labour is mostly supervision. 

Geographical situation of industrial centres is also 
transformed. In years gone by, a man would build his 
factory near the source of his material. Nowadays, this 
condition no longer prevails. What is of vital importance 
for certain manufacturing concerns is Power. All these 
new conditions have led to centralization, both industrial 
and commercial. 

The manufacturer of today is bound to economize. He 
must economize material, power, space, time, number of 
men employed and their efforts. How can he do so? By 
centralizing, by logical organization of the various depart- 
ments of his enterprise, by standardizing his methods, by 
separating mental from physical work, by discovering how 
to utilize waste, by using scientific methods in the establish- 
ment of a system of wages, by assuring the rapid and proper 
handling of materials, goods in process and products, and 
perhaps above all, by adopting rational methods in classify- 
_ing facts, documents and ideas, and, further still, by con- 
stant supervision or analytical control of industrial facts. 

All this, gentlemen, requires figuring, and scientific 
figuring. Who is the logical adviser of the manufacturer in 
this field of economy? Next to the managing engineer 
stands the accountant, and on his shoulders, to a great 
extent, rests the success of the undertaking. 

As generally defined, accountancy consists of the proper 
recording of operations, so as to accurately determine their 
results. The role of accountancy in trading enterprises is 
comparatively limited. A trader invests capital which will 
be daily transformed by transactions. What was specie 
yesterday, today is material, merchandise, furniture or ser- 
vice. Purchase and sale, or articles or service, unceas- 
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ingly, modify the physiognomy of the enterprise, as shown 
by the books and financial reports. Careful recording of 
the operations and periodical inventories will show whether 
or not the business reaps the profits anticipated. 


Commercial accounting, however, more often supplies 
but the result of the operations as a whole. Applied to 
manufacturing, accounting becomes a more accurate instru- 
ment. In the organization of large factories, it ranks with 
the other departments; they all require its service, and, in 
importance, it is inferior to none of them. 


If manufacturing accounting requires more care than 
does commercial accounting, and a variety of entries which 
the latter does not demand, it remains simple in its prin- 
ciples. In manufacturing accounting, all operations are 
analyzed; the least change in value is perceived—the 
initial investment, which constitutes a purchase of material, 
the expenses entailed by the transformation of this material 
into finished products, and the distribution of manufactur- 
ing expenses amongst the various departments. 


To what aim, this concern for accuracy? So that the 
manufacturer may know the cost of his products at each 
and every stage of manufacture. The knowledge of the 
cost of an article enables the manufacturer to fix its selling 
price, also to decide what discount or rebate he may grant 
in case competition should become too strenuous; to stop 
manufacturing articles which are found to be too expensive 
or which, for some reason or other, have lost public favour; 
to distinguish between the various phases of transforma- 
tion; to follow along the goods in process; to avoid delays 
in manufacture and to put an end to occasional leakages in 
stocks of materials or supplies. In short, to know, at 
all times, where he stands. 


A trader establishes the cost of his goods at their 
arrival, but places his purchasing expenses in different 
accounts, whilst the manufacturer makes use of appropriate 
accounts which gather, in addition to the invoice cost of 
his various purchases, all the elements which increase this 
cost at the time the purchases are stored. 

Accounts for materials and supplies of all kinds be- 
come perpetual inventories, which show both the values 
stored and the values consumed in addition to the values 
on hand. 
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In commercial accounting the goods sold are accounted 
for at their selling price; the goods delivered from the stores 
to the manufacturing departments are booked at cost. To 
this initial cost of manufacture, will, in turn, be added other 
elements: wages and other factory expenses, considered as 
so many additional investments, which the manufacturer 
will recover later on when selling his products. The slowly 
increasing value of the goods in process will be constantly 
known to the manufacturer—not only the total value of the 
production, but its cost per unit. All operations require 
the preparation of vouchers bearing the signatures of the 
heads of departments. 

Each department has its own particular functions and 
responsibilities; all these are strictly independent, one to 
another, but in all circumstances they must co-operate and 
meet their mutual obligations. In certain enterprises, cost 
accounting is kept distinct from commercial accounting. Pro- 
vided a chief accountant is thoroughly competent there is 
no reason why all information and all statistics, required in 
the determination of costs, should not come direct to him. 
Let us repeat that, whether or not manufacture and trade 
accounting be kept apart, the success of the system adopted 
depends entirely upon the close co-operation of the various 
heads of departments. If the general organization of an 
enterprise is defective, and if the experts supply inaccurate 
data to the accounting service, the latter cannot be held 
responsible for such inaccuracies. 

Whether or not cost accounting be distinct from the 
general accounting of the enterprise it is essential that the 
cost of manufacture and the cost of selling be both deter- 
‘mined as accurately as possible. 

“The cost price of an article,” says Calmes, noted 
French writer, on Accounting, “concerns exclusively manu- 
facturing, and has nothing in common with selling, its 
results and costs. It is the price at which the factory sup- 
plies its products to commercial agents. It is reached at 
the very moment the product is finished and is delivered to 
the selling department. Manufacturing cost, analyzed, 
thus comprises: first, the cost of material consumed; sec- 
ond, labour applied to manufacturing; third, manufacturing 
expenses.” 

If it is possible to determine precisely the cost of the 
first two elements in each unit of production, the distribu- 
tion of the manufacturing expenses, and their quota in the 
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unit costs, presents numerous difficulties. This is due to 
various causes and, more particularly, to the fact that these 
expenses are known with a certain degree of precision, only 
after the enterprise has been in operation for some time. 

In the course of the first year of operation the manu- 
facturer adds to the known elements of his products the 
approximate costs of manufacturing expenses, and this to 
the best of his knowledge and judgment. 

From one year to the other appropriate statistics must 
provide more and more precise data regarding manufactur- 
ing expenses and the means he should adopt for determin- 
ing his manufacturing costs, more and more precisely. In- 
deed, in modern enterprises, accounting takes a leading part. 
for there are thousands of manufacturing enterprises, each 
with its own particular problems, and cost accounting is 
not confined to manufacturing; mining, agriculture, trans- 
portation, finance all have their problem of cost, no less 
inferior in importance, no less difficult to solve. 

Is it your aim, gentlemen, of the Canadian Society of 
Cost Accountants, to study them all? If so, then good 
luck. 

Some years ago, it was my fortune to visit a manu- 
factury, known the world over, Les Gobelins, in Paris. A 
tapestry worth several million francs had caught my eye, 
and to a question I asked my most amiable cicerone, the 
answer came: “Two men have worked on this masterpiece; 
the first, twenty-seven years, and the second, the son of the 
former, eighteen years. The latter is still with us—he is 
that old grey-haired gentlemen you saw a minute ago work- 
ing at another tapestry, which he began three years ago, 
and which we expect will be finished within the next ten 
years. Although he has inherited the qualities of his father, 
and has mastered his trade, he is the kind of man who is 
never satisfied with his work; he keeps on discovering 
defects for which he also keeps on discovering remedies.” 

Is this not the case, gentlemen, with conscientious cost 
accountants? It appears to me that one can spend a life- 
time in endeavouring to find out the exact cost of certain 
products and still at no time be satisfied that he speaks the 
exact truth in his reports. After giving the best of his 
brain and his energy to his task, he has to give his place 
to another, who will keep on as he did himself, struggling 
against unavoidable errors. 
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I visualize in your society an institute of research in 
accounting. Let each one of you dig deeper and deeper 
in his own personal field of action, and report his findings to 
his fellow members. The task is most interesting; the 
science you serve is worthy of your best endeavours. 

When all is said and done, how do I reconcile what I 
have said to the title I chose, “a name and an aim?” To 
this query, my answer is: with regard to the name of your 
Society, it means Specialization, it demands, indeed, a broad 
outlook upon life, but it aims, none the less, at the highest 
standard of efficiency in those particular duties which the 
truly skilled accountant, is called upon to fulfil to the best of 
his ability. 

MR. JAMIESON: It is my very happy privilege to offer 
to the speaker of this luncheon our thanks for an address 
which, you have all showed by your applause, is indeed a 
masterpiece. 

As we listened we could not but feel that Mr. Dore 
was putting before us the problems of our profession in 
such a way as would give us a valuable lead. 

This profession of ours, as well as our Society, is in 
the making, and we are very dependent upon such a vision 
as his and such a personality to give us the inspiration to 
make of our Society what we should. His beautifully phrased 
and clearly cut picture, I am sure, will aid us in grasping 
the possibilities of our profession, and our duties. 

Mr. BELANGER: Now, gentlemen, you have enjoyed 
the hospitality of the Cercle Universitaire; our luncheon was 
presided over by a past president of the Cercle. I will now 
_ ask Mr. Carswell to propose a vote of thanks to the Cercle 
Universitaire, and to the chairman of our luncheon. 

MR. CARSWELL: [I think it is but fitting that we should 
recognize the courtesy of the Cercle Universitaire in extend- 
ing to us their beautiful quarters for our luncheon today, 
and particularly to Mr. Beaulieu, for his kindness in pre- 
siding so effectually at this meeting. 

SEPTEMBER 8th 
Afternoon Session 
(L. A. Peto in the chair) 

(The only address in this session was that by Mr. G. M. 
Pelton, of Swift-Armour, Chicago, entitled “Costs in the 
Packing Business.” It is printed elsewhere in this issue.) 
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Costs in the Packing Business 


By G. M. PELTON 
Comptroller’s Office, Swift & Company, Chicago 








(An address before the Canadian Society of Cost Accountants’ Second 
Annual Convention, Montreal, September 8, 1927.) 





T the outset it should be understood that the points 
developed in this paper are based on conditions in the 
United States, and that a detailed discussion of such a com- 
prehensive subject as “Costs in the Packing Business” would 
be impossible in the period of time allotted to this paper. 
Consequently, an attempt will be made to give a summary 
explanation of the subject from financial, merchandising 
and operating standpoints. 

Apparently it would be a simple matter to make a 
profit in the packing business: 

1. If, the costs of the raw materials—that is, live ani- 
mals—and the selling prices of the finished products 
and merchandising expenses could be definitely 
determined. 

2. If, operating costs and expenses could be fully con- 
trolled, and 

3. If, financial costs and expenses could be fully regu- 
lated. 

But such a condition does not exist in this industry, 
because the facts just referred to are largely governed by 
the law of supply and demand, and the forces of competi- 
tion. Furthermore, from a broad economic standpoint four 
classes of persons are vitally interested in the industry, 
these being the producers of raw material, that is those who 
raise the live stock; the consumers of meat products; the 
employees, or wage earners in the packing industry, and 
the owners, investors, and creditors who supply the required 
capital. The relationships between these classes of persons 
are expressed in prices, wages and profits. 

Now, in some lines of business it is possible to figure 
up the cost of a product, and from that cost to determine a 
selling price. That is commonly thought of as the primary 
purpose of cost accounting, namely, to establish the basis for 
determining selling prices. But it is a fallacious notion 
as applied to most competitive businesses, particularly the 
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packing business, for the reason that the real function of 
cost is to determine the maximum that can be paid for live 
animals, rather than what may be charged for the finished 
products. In other words, the packer does not control sell- 
ing or buying prices, and his costs are not determinants of 
sales prices. But the prices which he can get for his prod- 
ucts tell him what he can afford to pay for live animals. 
That is, there is no fixity of prices, and the real function of 
the packer is to buy, kill, cure, store and distribute products 
in the best and most economical manner possible. 

In general the difference between the prices paid for 
live stock on the one hand and the prices realized in the 
sale of finished products on the other hand represents the 
packer’s gross margin of profit or loss. This profit should 
be sufficient to cover buying expenses, wages and all 
expenses incurred in plant operations, all selling and 
administrative expenses, and all fixed and financial costs 
and expenses, including depreciation, interest on borrowed 
money, federal taxes, dividends to stockholders, etc., and 
leave a final net balance to be carried to surplus account 
for working capital and expanding needs of the business. 
It is evident then, that if a packing company is to operate 
successfully for any considerable period of time, that the 
spread between its purchase and sales prices must be suf- 
ficient to cover all costs and expenses, and provide a fair 
profit on its invested capital. 


Functional Costs 


It is desirable, therefore, to so organize the accounting 
procedure that the financial, operating and merchandising 
executives will be supplied with information required by 
them to best administer their affairs. 

The general and financial executives should have cost 
information covering the organization as a whole. The 
general merchandising executives should have the data 
which will permit them to supervise the combined buying 
and selling operations. The buying organization should be 
guided by costs which will tell them what they can afford 
to pay for live animals. They are interested in knowing the 
quantity and kinds of finished products demanded by the 
trade, and the prices obtainable for such products, the stocks 
on hand, the live stock receipts, etc. Live animals are usu- 
ally purchased by quality and weight, and dressed costs 
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and yields are usually determined by lots, as purchased. 
The dressed costs, yields and current selling prices, com- 
pared with live costs, indicate what the buyers can afford 
to pay for live animals. The selling department heads 
should be informed of their actual total costs and results, so 
they may intelligently meet competition and properly handle 
their business. Operating is also a distinct function of the 
business, and heads or foremen of these departments, should 
be regularly supplied with adequate cost information cover- 
ing manufacturing operations. 

Furthermore, in the packing business there is a need 
from both cost and financial standpoints for proper depart- 
mentization, for the purpose of securing satisfactory dele- 
gation of merchandising, financial and operating responsi- 
bilities, so each department head is placed in the position 
of a business man in a small business, who does his own 
merchandising, operating and financing. 

In many industrial organizations, departmentization is 
necessary because of the large variety of operations, the 
kinds of products handled, the various bases on which 
expenses should be distributed, and the cost problems 
encountered. Where an organization handles several lines 
of products, and may even engage in entirely distinct and 
competitive industries, it is essential that its accounting pro- 
cedure, cost finding and departmentization should recognize 
the requirements of each line of business, and that each 
department should be fully and financially accounted for on 
its own basis in the manner best fitting its operations and 
transactions. 

This is clearly evidenced in the packing industry in 
which there is highly specialized departmentization, and 
in which all three of the fundamental types of cost find- 
ing methods, are used, i.e.: 

1. Ordinary, such as job or process cost, wherein to a 
known amount of material is added a definite amount 
of labour and expenses, the sum total of which is 
the total cost. As you know, this is the most com- 
mon method of cost finding. 

2. Major and by-product cost, used in connection with 
the taking apart or breaking down of some materials 
of known value into several or many parts of which 
one is the major product and the others by-products. 
This is the method of figuring cattle costs in the 
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packing industry, the same method applying to other 
industries, such as petroleum, the production of 
many farm products, ete. 

3. Joint product cost, pertaining to operations covering 
the breaking up of something of known cost into 
several or many parts, none of which may be termed 
the major product. This method of cost finding is 
used in tobacco, glue, cotton seed oil, the hog busi- 
ness in the packing industry, ete. 

A more detailed explanation of major and by-product 

and joint product cost finding as applied to the meat packing 
business, is given below: 


Major and By-Product Costs 

In determining the cost of major and by-products the 
costs of the major product is usually computed in the follow- 
ing manner: 

1. Starting wtih the known cost of the materials used. 

2. Add the cost and expenses incurred. 

3. Making the total outlay. 

4. Deduct therefrom the value of the by-products pro- 

duced. 

5. The balance is the cost of the major or prime prod- 

uct. 

It should be noted that by this method of figuring, the 
cost of the prime product is arrived at by deducting or 
crediting to the total outlay the full value of the by-products 
produced. The costs of such by-products are not ascertain- 
able and the cost for the major product is not ascertain- 
able except by deducting from the total outlay the full value 
of all the by-products produced. 

The problem of costs for major products and by-prod- 
ucts is found in several industries, including: 

The petroleum industry. 

The production of many farm products. 

The production of gas, coke, etc., by gas plants. 

The cattle business in this packing industry. 

This method of cost figuring was recognized by the 
United States Tariff Commission in figuring the cost of 
wool, mutton being the by-product, and also in figuring 
the cost of mutton, wool being the by-product. 
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It is essential in figuring the cost of major products 
that the full value of by-products be credited. By full value 
of by-products is meant the marketable value of such by- 
products in their first commercial stage, less any costs and 
expenses to be incurred in processing them to such stage, 
and in marketing them. This gives the full value of the 
by-products in their present form at the time of their pro- 
duction, and is the valuation to be used in cost figuring. 
If an arbitrary or different valuation were used, the cost 
of the major product would not be determined correctly. 


By this method of figuring the results of the entire 
operations, the profit or loss appears upon the disposition 
of the major product. The by-products having been figured 
at their full value, should not show either profit or loss 
when disposed of, except as market conditions change or 
costs of processing and marketing have been over or under 
estimated. 


This is the only known method of figuring costs when 
major products and by-products are produced out of the 
same operations, and is customarily applied to such business. 


The cattle business in the packing industry is an 
example of that class of manufacturing operations produc- 
ing major products and by-products. Dressed beef is the 
major product from this operation. By-products include 
hides, oleo oil, stearine tallow, tongues, other edible small 
products, bones, horns, tankage, fertilizer, etc. The dressed 
carcass of beef is the largest single product made from 
cattle by these operations and represents about 50 to 60 
per cent. of the live weight. This is the prime product 
produced in the slaughtering and packing operations in the 
cattle business. 


Beef is customarily marketed at wholesale in the form 
of dressed carcasses, either as quarters, sides, or whole 
carcasses. When the beef carcass is received by the 
retailer, it is cut up into various parts, such as roasts, 
steaks, etc. The retailer faces a problem in joint costs. 
He knows what the whole carcass costs him. He knows the 
market value of the various beef cuts vary widely, but it is 
practically impossible to apply or spread the total cost over 
them on any average basis. These retail cuts are simply 
joint products for which the individual costs cannot be com- 
puted. 
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Since the beef is customarily marketed by packing 
houses in the form of dressed carcasses, it is the one major 
product resulting from the cattle operations. Below is an 
example of cost figuring for a representative lot of cattle: 


Example of Cattle Cost Finding 
Live cost—25 head, weight, 24,000 lbs., avg. 960 lbs., native 





























yearlings at $10.36 ............. $2,484.00 
Expenses—killing, dressing, chilling, (est. for period) ................ 148.62 
Allowances—condemnations, trimming, etc., (average) 00.00... 5.44 
Total outlay on lot. ........ sestasanessoosesencens GOGO LOG 

Less—credit for hides (cured values, less expenses curing and 
TVSEDIOUIIOD Sos codecs le ea eee ae $ 272.84 

Credit for fats (value of finished products, less 
expenses ) 52.83 

Credit for other by-products (value of products less. 

expenses preparing) ... 84.96 
Total by-products credits: 22. $ 410.63 
Balance—plant cost of carcasses in cooler $2,227.43 

Dressed carcasses weighed 13,619 lbs.—yield 56.7% of beef 
Average dressed cost per cwt. $ 16.86 
Add distribution expenses 1.00 
Total cost of lot per cwt. $ 17.36 


You will note that this example emphasizes clearly the 
effect of the yield of beef on prices, creating the spread 
between the live weight and the cost of the beef produced. 
The total live weight was 24,000 pounds and the weight of 
the dressed beef was only 13,619 pounds. This is a yield 
of 56.7 per cent. of beef out of the live weight. The live 
cost was $10.35 per ewt. which means $10.35 for each hun- 
dred pounds of live weight. Considering that the yield 
of beef is only 56.7 per cent., this has the effect of almost 
doubling the price, as applied to the dressed beef produced. 
This is the most important single factor in accounting for 
the spread between the cost of live cattle and the cost of 
dressed beef, and is probably one of the most confusing 
factors in the public mind. 

Note also that the value of the by-products is consider- 
ably in excess of all of the expenses, so that the dressed beef 
might be sold at a good margin over cost and still be sold 
for less money than was paid out for the live animal. 

The credit for hides is arrived at in the following 
manner: 

From the current market price for this particular grade 
of cured hides is deducted sufficient to allow for the shrink- 
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age and expenses in curing and marketing. This gives the 
present value of the green hides per cwt. This price is 
applied to the actual weight of hides produced by each lot. 

The credit for raw fats is likewise figured backwards. 
Starting with the market value of the yield of oil and 
stearine fats, the expenses of rendering and marketing are 
deducted and an allowance is made for the yield of such 
oils and stearine. This gives the basis for valuing the fats 
produced from each lot in their present raw state. 

The credit for other by-products, which includes every- 
thing else produced out of the animal, is all computed in 
the same manner. That is, from the values of the finished 
products at current market prices are deducted the expenses 
of preparing and marketing, which gives the present value 
of such by-product in their raw state. 

The values of by-products should be determined on the 
basis of current market prices, for that is the only satis- 
factory basis to be used. It is impossible to accurately pre- 
dict what the market for certain of these by-products may 
be 30, 60 or 90 days hence, when they are disposed of, 
and to use other than the present market in figuring their 
values would be mere guess work. When the current 
market price is used, any loss or gain realized upon the 
ultimate disposition of the by-products will be made up of 
two factors: 

1. Loss or gain due to changes in market values of 
by-products between date of slaughter and date of 
sale. 

2. Loss or gain due to adjustments in expenses and 
yields. 

As the by-products are figured at their full value, based 
upon the present market, it is evident that the results of 
these transactions will show as a profit or loss in the disposi- 
tion of the beef. 

These results shown on the disposition of the beef, 
being the profit or loss between the cost as figured and the 
sales price, are subject to periodical adjustments as follows: 


1. Loss or gain on realization of by-products. 

2. Difference in expenses between estimated and actual. 

Applying these adjustments gives the final results, 
profit or loss, on the cattle business as a whole. 

Cattle are customarily bought in the central live stock 
markets in lots ranging from one, or a few head, to several 
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carloads. Usually the lot, as bought, is the basis for cost 
figuring. In some cases purchases of small numbers may 
be combined into one lot for slaughtering and cost figuring 
purposes, especially if they are of the same kind and grade. 

Almost all of the beef products are sold fresh and have 
to be marketed within a very limited time after slaughter. 
The markets for beef and beef products are changing from 
day to day. It is necessary therefore, that the costs of 
these lots killed daily should be figured within a very few 
hours after the operations take place. This necessitates 
estimating expenses and yields of various products on the 
basis of averages. Although the results for part of a period 
may be subject to some minor adjustments, when the busi- 
ness for a period as a whole is considered, and the adjust- 
ments for expenses and by-product values are applied, the 
final figures for the cattle business are determined. 

Dressed beef is customarily inventoried at cost, as 
costs are figured and are available. By-products, however, 
are customarily inventoried on the basis of market values, 
for no other values are or can be determined. 


Joint Product Costs 


The third type of operations is found in the disintegra- 
tion of something of known cost into several or many parts, 
none of which may be termed major products. They are 
simply joint products, that is, many products resulting from 
the same operations performed on a material of known cost. 
Being joint products it is impossible to figure the cost of 
each separately, although the cost of the whole group may 
be readily computed. In connection with such operations 
it is almost always impracticable to apply an average cost to 
all of the various products, for the reason that usually some 
are high-grade and of relatively high value, while others 
are of medium or lower grades with relatively lower values, 
and an average cost would therefore be entirely misleading. 

The practice in cost-finding for operations producing 
joint products, is, therefore, about as follows: 

1. Determine the value of all of the products derived 

from the given operations. 

2. Figure the cost of materials going into such opera- 

tions. 

3. Figure the amount of expenses incurred. 

4. The total of the materials and expenses, make the 

total outlay, or cost. 
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5. Compare the total cost to the total value of all prod- 
ucts produced to determine the margin of profit or 
loss. 

This method of figuring emphasizes three points: 

The total cost or outlay. 

The total value of the products produced. 

The margin of profit or loss on such operations. 


In some cases the values of these various products may 
then be adjusted by spreading over them the profit or loss 
shown on the entire production, that is, the value of each 
of the products may be reduced by a portion of the profit 
or increased by a portion of the loss, so that the total value 
of the products as a group is adjusted to the total of the 
outlay. The effect of this procedure is simply to spread 
the total cost over the various products made, on the basis 
of the relative market values of the various products. 


The difference between ordinary costs and costs of joint 
products may be illustrated by the building up of an automo- 
bile and the taking apart of a second-hand automobile. In 
the building of an automobile, costs may be figured in the 
customary manner. Known quantities of materials, labour, 
and overhead are expended, and the totals thereof make the 
total cost of the finished automobile. On the other hand, 
assume a second-hand automobile is purchased for a certain 
sum, and is then dismantled. The problem of joint costs is 
similar to the problem of attempting to determine the cost 
of the engine or any part of it, the cost of a fender, a tire, 
or any other part taken from the car, when the only facts 
known are: (1) The total cost of the machine as bought, 
and (2) the expenses incurred in dismantling. Obviously 
the cost of any of these parts cannot be determined. The 
cost of all of them as a group may be figured, but not the 
cost of any one item. 


The problem of joint costs is found in several industries, 
such as: 


The Sorting and Grading of Tobacco. Several grades of 
different values are sorted out of a given amount of tobacco 
purchased at a certain price. The costs of the various grades 
sorted out are figured by spreading the total outlay over the 
various grades on the basis of the relative market values 
of such quantities of each grade. 
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The Glue Business. Various grades of glue are pro- 
duced out of the same operations. The total cost of the 
processing is spread over these different grades made, on 
the basis of the relative market values and quantities of each 
grade produced. 


The Cottonseed Oil Industry. In the cottonseed oil 
industry, oil, meal, hulls, linters, etc., are produced by the 
crushing of cottonseed. Each product being a merchantable 
commodity in the form produced, the practice in this indus- 
try is to compare the cost of seed crushed to the total value 
of the products produced, arriving at the gross margin 
realized on such operations. The net results are then 
determined by deducting the expenses from this gross 
margin. 


The hog business in the packing industry is another 
example of operations producing joint products. Pork 
products are customarily marketed in the form of cuts, 
such as loins, hams, bellies, shoulders, etc. Very little pork 
is marketed in the form of a dressed carcass, as is true 
in the case of dressed beef. 


Another feature of importance to be noted is that part 
of these pork products may be marketed fresh, as is usually 
the case with loins, butts, etc., and other parts may be cured 
and smoked and finally marketed in the form of bacon, 
smoked hams, etc. 


The hog business differs from the cattle business essen- 
tially in that there is no major or prime product. It is 
purely a case of producing joint products, or many prod- 
ucts from the same operations, out of certain raw materials 
of a known cost. 


Below is an example of how a test on a lot of hogs is 
figured. The yield column shows the percentage of each 
kind of product produced out of each 100 pounds of live 
weight on the average for the lot. Applying the current 
price to this amount of product, as extended, gives the 
value of each product out of 100 pounds of live weight. 
For example: The lot produced on the average, 14 pounds 
of fresh hams for each 100 pounds of live weight. 
These hams were worth 1634, cents per pound. Hence the 
hams produced were $2.35 per 100 pounds of live weight. 
The same applies to the other products. The complete test 
follows: 
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Test on Lot of Hogs of Average Live Weight of 232 Ibs. 





























Per Cent. 
Yield Current 
Average Out of Market 
Products Weight Live Wt. Price Extension 

Fresh hams ......00...0.0...... 16—18 14 16% $2.35 
Be MERICS) csscccntarc, 6—8 5% 13% .73 
“Boston butts..... 44% 14% .63 
“clear plates........ 2 .09% 19 
io a a ee 91% .20% 1.95 
S. P. bellies 8 18 1.44 
D. S. bellies 4% 12% 57 
ee (ne 8—10 3 10% .30 
SS | 1% 10 15 
Leaf lard ....... 2% 10% 27 
LACT 10% 11% 121 
pec!) cea 2 .09 18 
Miscellaneous ................. 4 0546 22 
Yield and gross value 71% % $10.19 
Expenses (per cwt. alive) -70 
REISE OE cee cach Sd cee eens $ 9.49 
Hogs live COSG n.cccccsccsccsoee a Gee 
Loss per cwt. .......... $ .21 





This is the method used in figuring a test on a lot of 
hogs and provides the information needed by the manage- 
ment in following the markets, and judging whether or not 
it is profitable to buy at prevailing prices. Note that it 
emphasizes the following points: 

1. What all of the products are worth at the present 

market, reduced to a live weight basis. 


2. The expenses of operation. 


3. Cost of the live hogs. 


Obviously the difference between the value of the prod- 
ucts and the total costs, represents the profit or loss, based 
on current market figures. In general, this is the method 
a man doing a hog business uses in figuring whether 
or not his purchases would be profitable, and in judging 
whether it would be wise to extend operations. In the test 
referred to above, for example, you will note there is a loss 
per cwt. of $.21, tending to indicate it might not be wise 
to extend operations under such conditions. In fact, small 
packers may stay our of the market at such times. But 
the large packers are usually obliged to continue operations 
to take care of regular trade, keep their organizations 
employed, and the supply of live stock moving. 
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These figures also indicate the basis upon which the 
fresh pork or killing and cutting department is usually 
established in most packing houses. Such a department 
would draw together the following figures: 

As Charges to the Department: 

The cost of the hogs purchased. 
All expenses incurred. 

As Credits to the Department: 

Value of all product sold or transferred from it. 

These factors, together with the inventories at the 
beginning and end of the period, make up the fresh pork or 
killing and dressing departmental accounts, indicating the 
profit or loss for a period on current hog business operations. 

The foregoing statement emphasizes also that there 
is no one major product in the hog business. Note that 
no one item produced represents as much as 15 per cent. 
of the total live weight of the hog. Also note the wide 
range in the value of the products realized, from the high- 
est, that is pork loins at 2014 cents per pound, to trimmings 
at 9 cents per pound. 

Inventories of such hog products are necessarily valued 
on a market basis. There are no actual costs for the var- 
ious products. As these products move throughout the 
various operations, the identity of specific items is lost, so 
the only available basis for valuing inventories is the cur- 
rent market for such products. 


Departmental Organization and Costs 

Now, irrespective of the type of cost problem involved, 
it should be borne in mind that departmentization of the 
business and the accounts is one of the features of present- 
day packing organizations. Departmentization is necessary 
because of the large variety of operations and activities con- 
ducted by modern meat packing plants. Each plant has a 
variety of operations peculiar to itself, and naturally should 
be departmentized on a plan particularly adapted to its 
physical layout and operations. 

To further illustrate the necessity for departmentization 
and the different types of cost finding in our industry and 
business, we find that some plants handle only a cattle, 
calf and sheep business. Others may do only a hog busi- 
ness. Some wiil handle all classes of live stock. Some 
plants do not process by-products to any extent, but dispose 
of them raw, or in lesser stages of manufacture, while others 
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process their products to various degrees. Some plants do 

not engage in allied industries, while others may have exten- 

sive operations in senarate competitive businesses, such as 
fertilizer, glue, soap, ete. 

The method of handling the business, in each case, and 
the accounting therefor, requires careful and logical depart- 
mentization appropriate to the particular plant and its 
activities. Each department, or activity, meets the competi- 
tion of other firms engaged in that particular line of busi- 
ness. In reality, each department is a separate business 
using its own capital and being held responsible for its own 
final results, in competition with similar businesses. It is 
necessary, therefore, that each of these separate depart- 
ments, or competitive businesses, be handled, operated and 
fully and finally accounted for on its own independent com- 
mercial basis. 

A departmental statement, if properly prepared, con- 
tains full and complete information covering the financial, 
cost and merchandising operations and results for each 
department or class of products, handled, i.e.: 

1. It contains a record of the sales and the cost of the 
goods sold. This permits of determining the gross 
or merchandising results. 

. It shows product gains, shrinks, yields, and expenses 
itemized by groups, that is, those of a direct, 
indirect, fixed property, administrative and financial 
nature, etc. 

3. It shows the final net results of the department, 
both before and after deducting part of all of such 
financial charges as: 

(a) Interest paid on borrowed money. 
(b) Federal income taxes. 
(c) Dividends due and payable to stockholders, etc. 

4. It indicates the amount of capital, such as land, 
buildings, machinery and equipment, inventories and 
accounts receivable used in conducting the business 
of the department. 

5. It contains accumulative figures to the beginning of 
the current period covering gains, shrinks, yields, 
costs, expenses, results, etc. 


That is, it is a combined financial, operating and 
merchandising report indicating whether a department is 
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operating efficiently or inefficiently from a final results 
standpoint, and what, if anything, should be done to bring 
about improvements. 

Now, as already explained, two parties are directly and 
vitally interested in these statements, and the figures they 
contain, (a) the operating man, who is directly in charge 
of the plant department, and (b) the selling department 
head, who is directly responsible for the merchandising 
results. In addition the plant manager, financial and other 
general executives are interested in not only these figures, 
but also in summary figures covering all departments. In 
fact, the general executives of necessity should have similar 
summary information covering all departments, and all 
plants, branches, and the business as a whole. 


Conclusion 


It is evident then that the companies in the packing 
industry, as is true in all other industries, which will survive 
and will earn reasonable profits in the future, are those which 
can most satisfactorily meet changing business and eco- 
nomic conditions that have a properly balanced and sound 
financial structure;and that are most economically and satis- 
factorily administered from buying, selling and operating 
standpoints. 


To determine whether or not any packing company is 
properly and economically administered will depend largely 
on the caliber of executives and employees in charge of 
affairs, and the cost information obtained and used by them. 
In this connection it is the function of cost accounting to 
give constructive information which will guide these people 
in knowing what the products are selling for; and what they 
can afford to pay for raw materials and supplies. Probably 
one of the most serious mistakes committed in the packing 
business, as is true in most other lines of business, is that 
some packers fail to consider all of their costs and expenses 
in determining their final results. Apparently they seem to 
have the impression that their business is fundamentally 
different from other businesses, and that it is necessary to 
disregard certain items of cost, particularly when competi- 
tive conditions are keen. As previously explained, they fre- 
quently disregard part or possibly all of such items as bad 
debts, depreciation and obsolescence, interest paid on bor- 
rowed money, federal taxes, and dividend requirements ; they 
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frequently price inventories improperly and take up fictitious 
and unearned profits, later to find these in reality represent 
losses; they frequently fail to re-value investments in stocks, 
bonds and other securities; in many cases they capitalize 
expenses which should be charged against current operating 
results, etc. Of course such practices are not sound, and if 
followed, invite disaster. 

In conclusion, it would seem, therefore, that your 
Association is rendering an invaluable service to all lines 
of business, including the packing business, when it dissemi- 
nates information which emphasizes to business men the 
need for using sound cost and general accounting methods. 





Humanizing Cost Data 


By F. L. SWEETSER, 








Director, National Association of Cost Accountants, 
New York 
(Before the 2nd Annual Convention, Canadian Society of Cost 
Accountants, Montreal, September 9th) 





BRING to the Canadian Society the greetings of the 

National Association of Cost Accountants. It is a pleas- 
ure to come to discuss a subject that is very close to my 
life. 

The purpose of Cost Accounting, primarily, is to assist 
in stabilizing or increasing profits in industry, and anything 
which serves that purpose, is good, and if it does not, it is 
not good. Accounting—Cost Accounting, is a service. Of 
themselves cost systems or methods can do nothing. Action 
removes the doubt that theory cannot solve, and only by 
action can anything be done. Systems, Costs, Records, 
when properly prepared, graphically displayed and intelli- 
gently used, the results are remarkable. 

Accountants, as a rule, need to be more human; added 
to the parade of facts, there needs to be something else. It 
is like the party in the museum who was being shown a col- 
lection of beautiful jewels, and the party who showed them, 
then took a handful of very rough, dull-looking stones, and 
said: “These are my favorites.” The lady said: “What! 
those dull stones? I prefer the diamonds, rubies and emer- 
alds.” After a few minutes the man opened his hand again 
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and the opals were flashing fire and colour. They had 
received the human touch. 


Human nature is almost always the same, but national 
traits differ greatly. There was a ship on the way from 
Africa with a collection of animals. Four men on board, 
to while away the time, each agreed to write a book on ele- 
phants on a wager. When the books were announced, the 
titles were as follows: The Englishman’s “History and 
Antecedents of Elephants;’”’ the Frenchman’s, “The Loves 
of the Elephants;” the Scotchman’s “Commercial Value of 
Elephants ;” the American’s (true to form), “Bigger and 
Better Elephants.” 

The tools which we have to use are Enthusiasm, Co-op- 
eration, Co-ordination, Job Pride, Initiative, Confidence. 
These are unusual tools perhaps, but they are essential tools 
which the modern Cost Accountant must add to his parade 
of facts and figures, if he would reach his highest potential 
success. 

You need to arouse Enthusiasm; you don’t get people 
to think enough about your figures and facts. Art Young, 
who is head of his own firm, said, last year, in an address: 
“If I were going to preach a sermon to Accountants and 
Engineers, I would take for my text: ‘And I heard a voice 
from heaven, saying, Don’t take yourself too damn seri- 
ously.’ ” 

Men and women must advance to high stations through 
some channel of experience, especially managers, presidents 
and directors, and there is no better channel than that of 
Accounting, but you have to be human; you must be enthusi- 
astic. 

Invite co-operation and co-ordination—that is an easy 
thing to say. A preacher once said: “The best part of co- 
operation is toleration; leave off trying to make people be 
like yourself, one like you is enough.” 

You know the saying “Mind your P’s and Q’s.” Do you 
know where it originated? P’s and Q’s, you know, mean 
Pints and Quarts. A barkeep, in the old days, kept his Ac- 
counts Receivable chalked up on the bar room door; one day 
the wife decided to clean up, and she wiped off all the 
accounts, and so he was out of luck. He complained to her 
about it, and the next day he noticed there was a whole list 
of names and amounts on the door and the number of Pints 
and Quarts, and he said: “What is this?” and she said: 
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“Well, I just charged these up to better men, who will pay 
their bills.” 

Get the facts—Your job is to get the facts. If you are 
going to invite co-operation, you have to get your facts. 
Intolerant people always try to make facts fit their own 
theories. On the pediment of the New York Library, there 
are these words: “Above all things, Truth beareth away 
the victory.” 

Ogden Armour was in his office one day, and one of his 
managers came with a lot of blueprints, and asked for an 
interview. Mr. Armour received him, and he spent an hour 
going over the whole display, and finally he said: “Yes, I 
think I understand these; it is very plain to me—what is 
it you want?” The manager said: “I want you to tell me 
whether to build these buildings or not.” Armour said: 
“That is what I hire you for; if you think they should be 
built, do so; if not, don’t.” 

You have some responsibility, if you are an Accountant, 
so co-operate and co-ordinate your methods. Stimulate your 
pride. Pride is a very fruitful cause of action. Richard 
Washburn Child wrote a story about Jimmy Birch, who in- 
stalled electric fixtures. He was called into a home and 
asked to put the lights into a beautiful room in the big resi- 
dence. While he was working there, the daughter of the 
house came in and noticed the work, and condoled with him 
on account of the work he had to do so hard. He looked 
up and said: “I guess you don’t understand my job; I am 
an electrician; I put in electric light fixtures; I can put 
lights in a school and make students study; I can put them 
in a church and make people pray; I can put them in this 
room and imitate sunshine. I don’t think you understand 
my job—it is my pride.” 

That is what you, Accountants, need to show: your 
pride. The President of the Company, of which I am Treas- 
urer, is a woman, Mrs. Hull, a master of personal human 
relations, and if I possess any wisdom in handling myself in 
my social relations, it is because I had a pretty thorough 
training under this woman. I have been taught that it is 
the manner in which you do things, rather than the things 
themselves. You can “smile” into a telephone, so that the 
operator will do anything, or, you can growl, so you will not 
get a thing. Talk over the telephone, and when you get a 
“smile” back, it makes you feel better. We all have plenty 
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to do, so let us get the manner right. Mrs. Hull says that 
any transaction can be performed, without any disagreeable 
situation, and I have found that this is true. The cost of a 
row has never been calculated yet, but it is tremendous. 

Elbert Hubbard wrote a booklet: “A Message to 
Garcia,” and it was very famous. In that book he tells 
about Lieut. Rowan going to Cuba and giving the message. 
He said: “The man who can do things, without being told, 
gets the highest praise.” 

He also said that everybody was on the payroll for 
eight hours a day, and if you were getting one dollar, some- 
one else was getting seven dollars to see that you did 
your work. 

Eliminate fear and worry. Follow your hunches; you 
may be wrong if you do something, but if you don’t do it 
you are certainly going to be very wrong. 

Find out what your boss wants, then go after it. How 
many accountants and workers are there who seem to take 
a great delight in doing something that they know the boss 
does not want. Find out what he wants, then doit. That 
is one way I made my success. Sometimes I would not 
agree on what was wanted, but I would do it anyway. 


Accountants and Cost Accountants have to be sales- 
men. We have to be personal, human directors and sales- 
men; we have to have job pride and initiative—that is why 
we are so few, but the opportunities are great. You have 
to sell your “stuff ;’”’ you must sell it to the workers, the 
foremen, the people higher up, and all around the circle. 


We believe in letting the foremen and the supervisors 
and the men know all about the facts, the costs, the profits, 
and so on. We had a conference about eight years ago of 
our foremen, and we decided to tell them precisely what 
everything cost. 

The most interesting thing was the net profit on a five- 
dollar garment, which was twenty-six cents. Everybody 
thought we made about two-fifty. It was greatly to our 
benefit to tell them that we made twenty-six cents, and not 
two dollars and fifty cents. 

A little practical example. We show our foremen, 
every month, the cost per unit, of production for every- 
thing. When we first started this, one of the foremen came 
up and said: “Here are three machines on my floor which 
are not in use. I am being charged with that floor space 
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was very interesting. 


comparisons. 


Control, Analysis, Information, Comparisons. 


better. 


par excellence of all Cost Accounting. 


There are a good many people like that man. 


and too many entries in each account. 
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which they occupy, also for depreciation on investment. 
I can use that floor space and am quite willing to pay for 
it, but take those useless machines out.” We found it paid 
to have foremen like that. The story went around, and it 


What can we secure through Cost Accounting? First, 
I think, is what we call centralized control, with decentral- 
ized responsibility ; Second, judging current facts by means 
of predetermined standards, forecasting and budgeting. 

By standard costs, I mean schedules of cost on arbi- 
trary, predetermined standard bases for every item entering 
into the cost of the product; then keeping your records in 
such a way that the variations from this standard will be 
reflected by your account; then, with that information, 
building up and forecasting budgets, which you can use for 


There are four primary functions of Cost Accounting: 


certainly use all the mechanical aids, tabulating machines, 
calculators, filing cards, loose leaf records, ete. 

The lesson we ought to get out of that is, whatever 
means we have, we should employ them for direct methods, 
to gain our results regardless of custom. The direct 
method,—it is foolish to copy a record, when the original 
will do. It is a waste of time to post, when sorting is 





Control—a complete plan or chart of all activities and 
tools, based on the balance sheet, is, of course, essential, but 
such schedules should be based on standard costs. 
costs are no longer on trial; they are, for any industry, the 


A gentleman was attacked by two highwaymen, and he 
put up a fight before they overcame him. They went through 
his pockets, but only found ten cents. One of the highway- 
men was interested to know why he fought so hard when 
he had only ten cents, and he asked him, “What did you 
put up such a fight for when you had only ten cents?” 
man said: “I hesitated to disclose my financial responsibility. 


The foundation of control is the general ledger. 
have seen many ledgers with too many accounts in them, 
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Some people think the only kind of an account there 
is, is a ledger account. That is not true. Simplification of 
ledger control would be a desirable study. 

Forecasting from cash requirements,—it is very simple 
to forecast. We forecast on the twenty-fourth of the month 
for the second month ahead, and every item of the cash is 
reviewed and everything made up. 

Inventories require to be controlled by perpetual inven- 
tories carried on a standard cost basis. It is perfectly 
simple to do it, if you do it in the proper way. 

I am always attracted by Analysis. Chas. S. Sprague, 
late President of the Union Dime Savings Bank of New 
York, said: ““Any account that has to be analyzed after- 
wards was not started right in the first place.” 

One of the things every Cost Accountant should insist 
upon is a complete and thorough charted analysis of dis- 
tribution of expenditures. 

There is a great opportunity for the Accountant: Man- 
agement needs the prod of compared vital statistics periodi- 
cally. It is your great opportunity. Make yourself con- 
spicuous by prodding the manager as often as necessary. 
Don’t let your executives run their business on averages. 

Information to be compiled on schedules and reports 
compared periodically are part of Accounting. Very often 
the original statement can be used as the final one, if you 
plan it right, but these schedules should be precise, prompt 
and intelligent, and based on your standard cost. 

A point about comparisons. Let us eliminate compari- 
sons with last month, or with the same period last vear. 
Conditions change rapidly in these days, with rapid trans- 
portation, instantaneous communication, declining prices, 
etc. In the next three or six months the conditions that 
are going to prevail will be so different, that comparison 
with a year ago will be useless, and they are often mis- 
leading. 

I suggest that accountants encourage the practice of 
establishing a basis of comparison which will take into con- 
sideration the past and present, and probably the future, to 
establish some basis of comparison which the manager can 
use with intelligence. I believe that comparisons with past 
records are absolutely useless. 

A budget is a point of view. Get the point of view of 
comparing what you are going to do next month, or next 
year, with what you ought to do. 
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So far as you can, use percentages. 

Cost men too often neglect personality. Put human 
relations first, where they belong, and figures will take care 
of themselves. Feelings are often more powerful than 
knowledge. 

Analyse, co-operate, co-ordinate. Don’t let one depart- 
ment of the same company fight with another department 
in the same company— it is silly, but they do it. Find out 
what the other people are doing. _ 

A rooster one day saw an ostrich egg and could not 
believe it; however, he called his family of hens to him 
and said: “Now, my dears, I have no wish to be critical, 
but I want you to see what other people are doing.” 

Stimulate job pride. Accountants have the best pro- 
fession to the world; there is no better channel for advance- 
ment. Get your vision and advance. Departmentize and 
recognize individual ability, and concentrate on individuals, 
and sell your stuff. If you want your superior to know 
what you are doing, sell him your stuff. The presence of a 
cost system does not necessarily mean its accuracy. There 
are four points I want to bring home to you in good account- 
ing. I call them the “Four Horsemen of Accounting” :—- 
Control, Analyze, Inform, Compare. 

Executives need concise, complete, analyzed, graphic 
facts. Reflect, devise, deputize and supervise, are four 
other pretty good words, and “‘supervise” is the most im- 
portant of all. 

May I wish that you will start every one of your days 
like St. Simon, whose valet in the mornings said: “Sir, 
great things await you to-day.” And may you end your 
years like Green, the historian, who put on his tombstone— 
“still learning.” 


























ADDRESS BY THE AUDITOR-GENERAL 


Address by the Auditor-General 


By GEO. GONTHIER 
Auditor-General, Dominion of Canada 


(Address at the banquet, concluding the 2nd Annual Convention of the 
Society, Montreal.) 


c= un plaisir toujours nouveau pour moi de me 
retrouver au milieu de mes amis comptables. Tout 
autour de moi ici ce soir, 4 commencer par votre sympathi- 
que président, je ne vois que des figures connues et d’amis 
de longue date. 


Je suis fier de la part que les comptables canadiens- 
francais prennent dans les activités de votre société. Dés 
1895, j’avais attiré l’attention sur la nécessité de la compta- 
bilité scientifique dans les affaires, et j’ai ce soir la satisfac- 
tion de constater les progrés remarquables faits dans cette 
direction, aussi bien dans le domaine éducationnel que 
professionnel. Les hommes éminemment qualifiés qui, au 
course de cette convention, ont étudié devant vous les nom- 
breux problémes du prix de revient, ont droit non seulement 
a la reconnaissances des membres de cette association, mais 
aussi a celle du public en général. Les comptables du prix 
de revient sont en quelque sorte des ingénieurs qui semblent 
tout désignés pour travailler au réglement des différends 
industriels, et ainsi contribuer 4 réaliser dans l’avenir |’en- 
tente si désirée entre le capital et le travail. 


Nous n’avons pas au Canada d’organismes gouvernemen- 
taux qui étudient, comme chez nos voisins du sud, l’aspect 
comptable autant qu’économique du commerce et de l’indus- 
trie. Cependant, notre législation, par des voies indirectes, 
fait sentir son influence sur les méthodes de comptabilité 
commerciale et industrielle, et méme financiére. C’est 
l’impot sur le revenue qui demande des rapports compré- 
hensibles; c’est la commission de chemins de fer qui se base 
sur les rapports analytiques des compagnies pour établir les 
taux de transport; ce sont les compagnies d’utilité publique 
qui voient le prix de leurs services réglementés de plus en 
plus étroitement par les municipalités ou les provinces; c’est 
la Commission consultative tu rarif, instituée tout récem- 
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ment, devant laquelle nos manufacturiers trouveront profit a 
présenter des rapports intelligibles de leurs opérations s’ils 
veulent faire reconnaitre plus sirement leurs droits 4 une 
hausse ou une baisse du tarif douanier. 


Il appartient 4 une Association comme la vétre, de 
pousser la généralisation de l’application des principes du 
prix de revient maintenant indispensables 4 l’extension de 
toute affaire de quelle que nature qu’elle soit. Vous faites 
donc oeuvre utile et patriotique, et tout homme qui a a coeur 
l’avancement économique du Canada se doit de vous appuyer 
dans cette voie; c’est ce que, bien modestement, j’ai voulu 
faire en acceptant la si aimable invitation de votre sympa- 
thique président, Monsieur Belanger, que je remercie sin- 
cérement de l’honneur qu’il m’a fait en medemandant de 
vous adresser la parole en cette occasion. 





“BREBRRERERERERERERERERERERERERERERRERRERERERERRERERRRERE RRR | 


= ~=s POSITIONS DESIRED 











(Address all correspondence to Number... . The 
Canadian Society of Cost Accountants, 81 Victoria Street, 
Toronto, Can.) 

Number 265—Young man, age 21, with four years’ 
experience in costing work, at present employed, seeks new 
opening in cost accounting in Toronto. 
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CHAPTER NOTES 


TORONTO 


Toronto Chapter has got off to a good start for the 
present season. Belated summer weather proved a counter 
attraction to the meeting on October 12, but a good attend- 
ance on the 26th showed increasing interest on the part of 
the members. 

On the 12th, D. C. Patton, who is secretary-treasurer 
of the Sangamo Electric Company, Ltd., and secretary of 
the Toronto Chapter of our Society, spoke on “Monthly 
Profit and Loss from a Standard Cost System.” His ad- 
dress covered the ground well, and should appear in an 
early issue of Cost and Management. A little discussion 
ensued. Mr. Carruthers, who generally has something 
interesting to contribute, was able to find a loop-hole in Mr. 
Patton’s defences, but the meeting closed in harmony. 

H. F. Wilson, of Wilson and Fessenden, production engi- 
neers, Kitchener, lived up to his reputation with the 
Toronto Chapter by giving some points of interest on the 
26th. Mr. Wilson’s subject was “Plant Engineering Rela- 
tions to Costs,” and he showed what value the cost account- 
ant could derive from engineering studies, and how the two 
departments could co-operate. This address will, we hope, 
also be printed in our journal. 

In November we are to have two meetings, to be 
‘addressed by Mr. Carruthers and by John E. Goldring, 
respectively. Both these speakers are known as experts, 
and the members should be out in good number. 





MONTREAL 


The two October meetings of the Montreal Chapter were 
eminently successful, and it looks as if the Chapter is off 
to its best season. The opening meeting on the 14th took 
the form of a dinner in the Prince of Wales Salon, Windsor 
Hotel. An interested gathering of members and friends 
listened to what was undoubtedly one of the most able 
addresses delivered to the local Branch since its inception, 
and that is quite a statement. Mr. Douglas Bremner, B.Sc., 
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President of Bremner-Norris & Company, Limited, under the 
caption of “Costs in Building Construction,” dealt particu- 
larly with the handling of the labour aspect in the making 
up of a cost system for the construction industry. He 
mentioned the increased difficulties which had to be over- 
come in properly determining normal costs and providing a 
practical cost system, due to changing locations of opera- 
tions and hence the constantly changing labour ele- 
ment, together with the greater risks involved, aris- 
ing from all sorts of extraordinary conditions—ad- 
verse weather, defects in neighbouring structures, 
absence of any repetition of process, and long distance 
administration. Accuracy in building costs is quite neces- 
sary, for in this business the quoted price must be correct ; 
it cannot be changed and there are no repeat orders, but that 
system must be simple of operation and must be capable of 
being understood by every employee concerned. Mr. Brem- 
ner stated that “given the choice of a system which is 
absolutely accurate and a simple system which is reasonably 
accurate, I would unhesitatingly take the latter.” 


The cost system adopted must properly perform its 
functions—(a) must check up costs of the system in pro- 
cess; (b) must furnish a common basis of discussion be- 
tween the administrative and constructive staffs and make 
greater co-operation possible, and (c) must give a correct 
basis for making estimates of the cost of future construc- 
tion. 


In the system as outlined, two units were used—the 
cost unit, giving the cost in dollars of executing an opera- 
tion; and the absolute unit, made up on the man-hour basis. 
The latter has proven of much greater value in practice due 
to the many compound operations and the continuous change 
in local conditions and in relative cash values. 


A complete outline of the system suggested was given, 
supported by charts showing the control of the various pro- 
cesses, the cards used throughout, and the recaps for future 
reference, a full reproduction of which we hope to have 
appear in “Cost and Management” in the near future. 


The appraisal of building valuations—depending not 
only on costs of construction, but on the various rates of 
depreciation of the sections, the building locations, the 
traffic, the permanency of doing business, etc.—was taken up 
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and caused considerable discussion, as did also the sugges- 
tions as to the fixed asset valuations to be incorporated into 
the Balance Sheets. 

The speaker who, by the way, received a special award 
from the Engineering Society of Canada for a thesis closely 
related to that presented, was introduced by the Presiding 
Officer, Professor R. R. Thompson, the Chairman of the 
Montreal Chapter. 

The paper was followed by animated discussion by 
members and friends of the Society—Professor R. R. 
Thompson, Mr. L. Belanger, Mr. G. C. Leroux, Mr. L. P. 
Lortie, Mr. D. M. Farish, and others. 


Our guests at the Head Table—Professor MacBride, 
Dept. of Mining, McGill University ; Professor Nobbs, Dept. 
of Architecture, McGill University; Mr. G. L. Laffoley, 
President, Board of Trade; Mr. J. A. Paulhaus, President, 
La Chambre de Commerce; Mr. Thivierge, of La Banque 
Canadienne Nationale; Mr. Cleland, Asst. Superintendent, 
Bank of Montreal; Mr. R. Schurman, C.A., R. Schurman & 
Company; Mr. John Quinlan, of Quinlan, Robertson and 
Janin, Limited; and Mr. Crombie, Manager, Real Estate 
Department, Royal Trust Company—joined in the discus- 
sion and contributed toward the success of the evening. 

Dr. R. L. Wright, M.A., of The Wahl Company, Limited, 
Toronto, gave, as usual, a real wide-awake evening on his 
return engagement with the Montreal Chapter on October 
28th. 

His opening remarks on the necessity of closest relation- 
ship between the records of the Cost and the General Depart- 
ments, and the consideration of a business enterprise as a 
distinct corporate entity, were to the Cost Accountant non- 
controversial, though of great importance. 

Dr. Wright went on to stress the increasing duties with 
which cost accountancy is faced, not merely resting with 
the achievement of having brought the product safely to 
the stock-room but carrying it on through the administrative 
and distributive departments—where in progress it is col- 
lecting its proportion of burden and super-burden,—until it 
is landed safely in, in this case, the right hand pocket of the 
consumer. 

Here Dr. Wright was subjected to a barrage of ques- 
tions—This super-burden which “will eventually be distri- 
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buted as we now do factory overhead—” what of it? Of 
what does it consist? Can it be properly treated? —And 
the responsibility of a cost accountant—where does it really 
end? Is it his duty to estimate the future cost of a normal 
product under normal conditions? Can he accurately fore- 
cast the trend of business conditions? etc., ete. 

Some of these points were settled by Dr. Wright him- 
self, others by proxy—while still others have not yet been 
definitely decided upon. 

The Chairman, Professor R. R. Thompson, explained 
the suggested scheme for the holding of examinations and 
left the matter open to any suggestions which the Members 
may have to bring forward. 





HAMILTON 

Hamilton Chapter opened the season appropriately with 
L. Belanger, C.P.A., of Montreal, the President of the 
Society, as speaker. Mr. Belanger described the work of 
our Society, its relation to the profession of cost accounting, 
and how it helped establish cost work in its proper place in 
the business community. He also touched on the Society’s 
plan for examinations, and for the issue of certificates of 
efficiency. The meeting was given good publicity in the 
local press, and altogether helped the Hamilton Chapter 
along in the policy of progress that has been established. 

For November and December we have two meetings 
each. November 9th is for Members’ Problems, and will 
give everyone an opportunity of getting light on his diffi- 
culties. The speaker for the 23rd is R. L. Wright, M.A., 
who is one of the most prominent exponents of cost work in 
Canada. 














